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ThePractic ng CPA
MARCH 1993

Published for All Local Firms by the AICPA Private Companies Practice Section
INDIVIDUAL ACCOUNTING PRACTICES: A TEN-YEAR REVIEW (PART 1)
Leslie Peddy’s fortieth birthday was yesterday. All of
the family was home for the occasion, and Leslie
learned that the first grandchild was on the way.
Last night was restless—the kind of restlessness
that comes when thoughts drift back, recalling the
“tough” years, and forward to wondering about
what remains of one’s time.
Leslie has been a CPA for eighteen years and an
individual practitioner for the last thirteen. They
have been good years. Maybe they were not properly
appreciated at the time, but the thoughts of the
early years are more comfortable than the unknown
future. Recently, Leslie has wondered more and
more about whether the rewards of being a sole
practitioner CPA are worth the additional costs,
both financial and psychological.
Leslie's thoughts are not different from thousands
of others who chose the arena of individual practice.
The arena has grown over the years and seems to
almost everyone to be more competitive, more
litigious, and more uncontrollable with each pass
ing year. Regulations guiding accounting and tax
practices have grown too numerous to keep up with,
and many have reached the point of incomprehen
sibility. At the same time, there is less latitude than
ever to deviate from the promulgated path. Where
once you could find safe haven in sound judgment
and common sense, that is not always the case any
more. And the financial rewards . . . are they still as
significant as before?
This question—whether the financial rewards of
individual practice are what they once were—is one
that perhaps we can help answer with accumulated
information. The annual Management of an
Accounting Practice Survey, which is sponsored by
the Texas Society of CPAs with the cooperation of
other state CPA societies, has been used for well over
a decade to stockpile various matters of interest
about the financial and operating characteristics of

accounting practices. In 1992, the survey drew
responses from over 1,100 individual practitioners
from twenty states. The responses were to questions
about the firms' practices in 1991, the most recently
completed year of operations. This article will ana
lyze data from the past ten years of the survey to
paint a picture of how accounting in the sole practi
tioner firm is changing.
Exhibit 1 provides a ten-year financial overview
of 1991 as compared to 1982. Summary balance
sheet and income statement information is given.
Two rows of data are presented for each item. The
bottom row represents the average for all individual
practitioners. The top row is the average of the firms
in the highest quartile of net income.
Surprising no one, we see increases over the
decade in each of the financial components in this
exhibit. The most interesting fact may be that the
most profitable firms increased significantly more
than the others on a percentage basis. Their average
revenues are now over one-third of a million dollars
annually. Some individual practices have grown
quite large, generating about $74,000 in revenues
for every employee in the firm. A stereotype often
conjured up about the sole practitioner is that of a
go-it-alone individual working in modest, perhaps
spartan surroundings, and having a small clien
tele—quite the opposite of what some of these prac
tices have become.
(Continued on page 6)
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Chairman’s Message
Following is a message direct from Jake L. Netterville, chairman of the board of
directors of the American Institute of Certified Public Accountants, which the
Institute is placing in several publications.
Articles in the October and November 1992 issues of The CPA Letter informed AICPA members about an
Internal Revenue Service Program that began on October 1,1992, to encourage non-filers to comply
voluntarily. The program is based on a “carrot and stick” approach under which the IRS has stated that
those who come forward voluntarily will not be subject to prosecution and, in appropriate circum
stances, may negotiate payment terms or offer acceptable compromises without criminal sanctions.
Those who do not come forward but, instead, remain non-filers, will be pursued with every means
available, including criminal prosecution, and may be precluded from negotiating payment terms.
CPAs identified as non-filers
Shirley Peterson, who served as IRS Commissioner until January 20, told our Tax Executive Commit
tee in October that the IRS was aware of some professionals, including CPAs, who had failed to file
personal federal income tax returns. The IRS has since confirmed to us that it indeed found noncompliant CPAs who could soon be contacted, and that criminal prosecution against these individuals
would be “swift and sure.”
AICPA members who have not filed their tax returns for one or more years are strongly encouraged
to do so immediately. As long as a correct tax return is filed, voluntarily, criminal prosecution will not
be sought.

Circular 230 sanctions
Filing delinquent returns can adversely affect your tax practice, or that of your firm. Under Circular
230 regulations, individuals who file delinquent returns can be temporarily or permanently sus
pended from practice before the IRS. In addition, the regulations allow the Service to disbar or suspend
partners in a firm from practicing before the IRS unless the non-filer’s relationship with the firm is
terminated.
However, the IRS has indicated to us that a non-filing practitioner who comes forward voluntarily
will normally be sanctioned under Circular 230 in a fashion that would not cause a firm to terminate
an employment or partnership relationship. The Service is also actively reviewing other aspects of
Circular 230 to see how they would apply to voluntary disclosures.

Window of opportunity will disappear
The “window of opportunity ” to avoid criminal prosecution—and required separation from one’s firm
under the most stringent reading of Circular 230—may close at any time without warning. If you are a
non-filer, it is in your best interest to step up to the plate as quickly as possible. This also is true for any
non-filers you know, including other CPAs. It is not pleasant to contemplate even a minor sanction for
non-filing. The alternative, however, is something none would wish to experience.
Please do not allow the IRS to showcase CPAs as an example of tax evaders, undermining our trusted
position as linchpins of the voluntary compliance system. It could not only be devastating to the
individual but also be held against us in all areas of our profession.
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Highlights of Recent Pronouncements
FASB Statements of Financial
Accounting Standards

No. 113 (December 1992), Accounting and Reporting
for Reinsurance of Short-Duration and Long-Dura
tion Contracts
□ Amends FASB Statement no. 60, Accounting
and Reporting by Insurance Enterprises, to elimi
nate the practice by insurance enterprises of
reporting assets and liabilities relating to rein
sured contracts net of the effects of reinsurance.
□ Specifies the accounting by insurance enter
prises for the reinsuring (ceding) of insurance
contracts.
□ Requires:
1) Reinsurance receivables (including amounts
related to claims incurred but not reported
and liabilities for future policy benefits) and
prepaid reinsurance premiums to be re
ported as assets;
2) Ceding enterprises to disclose the nature,
purpose, and effect of reinsurance transac
tions, including the premium amounts asso
ciated with reinsurance assumed and ceded;
3) Disclosure of concentrations of credit risk
associated with reinsurance receivables and
prepaid reinsurance premiums under the
provisions of FASB Statement no. 105, Dis
closure of Information about Financial
Instruments with Off-Balance-Sheet Risk and
Financial Instruments with Concentrations of
Credit Risk.
□ Effective for financial statements for fiscal
years beginning after December 15, 1992. Ear
lier application is encouraged.

No. 112 (November 1992), Employers' Accounting for
Postemployment Benefits
□ Amends FASB Statement no. 5, Accounting for
Contingencies, and FASB Statement no. 43,
Accounting for Compensated Absences.
□ Establishes standards of financial accounting
and reporting for the estimated cost of benefits
provided by an employer to former or inactive
employees after employment but before retire
ment (referred to as postemployment benefits).
□ Effective for fiscal years beginning after
December 15, 1993. Earlier application is
encouraged.
No. 111 (November 1992), Rescission of FASB State
ment No. 32 and Technical Corrections
□ Rescinds the following FASB Statements to

reflect the issuance of Statement on Auditing
Standards (SAS) no. 69, The Meaning of Present
Fairly in Conformity With Generally Accepted
Accounting Principles in the Independent
Auditor’s Report:
1) no. 32, Specialized Accounting and Reporting
Principles and Practices in AICPA Statements
of Position and Guides on Accounting and
Auditing Matters;
2) no. 56, Designation ofAICPA Guide and State
ment of Position (SOP) 81-1 on Contractor
Accounting and SOP 81-2 concerning Hospi
tal-Related Organizations as Preferable for
Purposes of Applying APB Opinion 20;
3) no. 83, Designation of AICPA Guides and
Statement of Position on Accounting by Bro
kers and Dealers in Securities, by Employee
Benefit Plans, and by Banks as Preferable for
Purposes of Applying APB Opinion 20.
□ Amends APB Opinion 20, Accounting Changes.
□ Amends various pronouncements to make
technical corrections to existing authoritative
literature, and delete or amend references to
AICPA pronouncements that have been revised
or superseded.
□ Amends FASB Interpretation no. 20, Reporting
Accounting Changes under AICPA Statements of
Position, to reflect established practice that has
extended the provisions of Interpretation 20 to
include AICPA Practice Bulletins, FASB Tech
nical Bulletins, and EITF consensuses.
□ Effective November 30, 1992.
GASB Statement of the Governmental
Accounting Standards Board

No. 16 (November 1992), Accounting for Compen
sated Absences
□ Supersedes paragraphs 77 through 80 of GASB
Statement no. 11, Measurement Focus and Basis
of Accounting—Governmental Fund Operating
Statements.
□ Applies to all state and local governmental
entities, including public benefit corporations
and authorities, public employee retirement
systems, governmental utilities, governmental
hospitals and other healthcare providers, and
governmental colleges and universities.
□ Provides guidance for the measurement of
accrued compensated absences liabilities by
state and local governmental entities,
regardless of the reporting model or fund type
used to report the transactions.
□ Requires the compensated absences liability
generally to be measured using the pay or sal
ary rates in effect at the balance sheet date.
Practicing CPA, March 1993
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□ Requires additional amounts to be accrued for
certain salary-related payments associated
with the payment of compensated absences.
□ Effective for financial statements for periods
beginning after June 15, 1993. Earlier applica
tion is encouraged.
GASB Technical Bulletin

No. 92-1 (October 1992), Display of Governmental
College and University Compensated Absences Lia
bilities
□ Clarifies the AICPA College Guide model to be
used for governmental colleges and univer
sities by addressing issues raised in the
application of Practice Bulletin 1, Purpose and
Scope of AcSEC Practice Bulletins and Pro
cedures for Their Issuance, within that model.
□ Effective upon issuance.
Statement of Position

No. 92-8 (October 1992), Auditing Property/ Casualty
Insurance Entities Statutory Financial Statements—
Applying Certain Requirements of the NAIC Annual
Statement Instructions
□ Provides guidance on the impact of certain
requirements of the National Association of
Insurance Commissioners’ (NAIC) Annual
Statement Instructions—Property and Casu
alty on the auditor's procedures in the audit of
statutory financial statements of property/casualty insurance entities.
□ Effective for audits of statutory-basis financial
statements of property/casualty insurance
entities for periods ending after December 15,
1992.
Statement on Standards for
Accounting and Review Services

No. 7 (November 1992), Omnibus Statement on Stan
dards for Accounting and Review Services—1992
□ Amends various sections of SSARS to:
1) Clarify existing compilation and review
practice:
□ Revises the wording of the SSARS com
pilation and review reports to clarify that
the Standards referred to in these reports
are Statements on Standards for Ac
counting and Review Services. This will
help readers differentiate the SSARS
review report from the review report pre
sented in SAS no. 71, Interim Financial
Information;
Practicing CPA, March 1993

□ Makes obtaining a client representation
letter a required, rather than an optional,
procedure in a review engagement;
□ Exempts a practitioner who types or
reproduces financial statements, without
modification, from compiling those state
ments.
2)
Clarify existing guidance:
□ Clarifies the applicability of SSARS 1,
Compilation and Review of Financial
Statements, by indicating that in certain
circumstances, an accountant may per
form a review of a public company under
the provisions of SSARSs;
□ Indicates that the definition of generally
accepted accounting principles and the
hierarchy of established accounting prin
ciples presented in SAS no. 69, The Mean
ing of Present Fairly in Conformity With
Generally Accepted Accounting Princi
ples in the Independent Auditors Report, is
also applicable to compilations and re
views of financial statements performed
under SSARSs;
□ Indicates that the source of guidance for
evaluating the adequacy of disclosure in
financial statements prepared in con
formity with another comprehensive
basis of accounting is paragraphs 9 and
10 of SAS no. 62, Special Reports;
□ Informs the reader of sources of guidance
for preparing and reporting on financial
forecasts, projections, and similar pre
sentations;
□ Makes explicit that the accountant is not
required to communicate to a client
errors that are not material and irreg
ularities or illegal acts that are clearly
inconsequential;
□ Indicates that guidance for evaluating the
adequacy of disclosure of going-concern
uncertainties is found in paragraphs 10
and 11 of SAS no. 59, The Auditors Consid
eration of an Entity’s Ability to Continue as
a Going Concern;
□ Clarifies the accountants reporting re
sponsibilities in a compilation or review
engagement when he or she decides there
is an uncertainty about an entity’s ability
to continue as a going concern.
□ Deletes SSARS 5, Reporting on Compiled Finan
cial Statements, because the provisions of that
Statement have been incorporated into
SSARSs 1,2, and 3.
□ Effective for periods ending after December 15,
1993. Earlier application is encouraged.
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Your Voice in Washington
Conference Calendar
Congress convenes:
Liability reform bill introduced

A liability reform bill that is critically important to
the entire accounting profession was reintroduced
on the first day of the 103rd Congress by Rep. Billy
Tauzin (D-LA). It is identical to the measure he intro
duced at the end of the last Congress (see the Practic
ing CPA, September 1992).
Even though the bill, H.R. 417, would apply only
to suits brought under the Securities Exchange Act
of 1934, enactment of the proportionate liability
provision in the bill would benefit all practitioners
because of the precedent it would set. A rule of
proportionate liability would require judgments
against defendants to be based on their proportion
ate contribution to claimed losses rather than on the
defendants ability to pay most or all of the entire
judgment.
Changing the liability system in the United States
to make it more equitable will continue to be one of
the AICPA’s highest legislative priorities. We know
we have an uphill battle before us, however. In the
wake of high-profile business failures involving
financial fraud, the profession does not enjoy a lot of
sympathy on Capitol Hill for its liability problems.
Nor is the influx of new members to this Congress
likely to change the politics of the issue. We also do
not expect the Clinton Administration to take an
active stand against the trial bar.
Winning the liability battle is going to require the
help of all CPAs, regardless of the size of practice.
The profession must show members of Congress
that inequitable liability suits hurt everyone, not
just large firms.

Tax Strategies for the High-Income
Individual
April 26-27—Las Vegas Hilton, Las Vegas,
NV
Recommended CPE credit: 16 hours

You can help by writing to your representative at
the U.S. House of Representatives, Washington, D.C.
20515, and asking him or her to co-sponsor H.R. 417.
Explain how the threat of liability suits has affected
your practice.

National Accounting and Auditing Advanced
Technical Symposium
June 24-25—Stouffer Harborplace,
Baltimore, MD
Recommended CPE credit: 16 hours

For example, you might let them know how much
your liability insurance costs have increased, or
whether you have dropped clients, or are targeting a
different type of client as a means of reducing your
liability risk. Some firms have even encountered
problems in recruiting and keeping the most
qualified individuals because of the increasingly
litigious environment.
H.R. 417 is co-sponsored by Reps. Mike Parker (DMS), Ralph Hall (D-TX), Roy Rowland (D-GA), G. V.
(Sonny) Montgomery (D-MS), Clay Shaw (R-FL),
Jim Moran (D-VA), and Ron
(R-RI). □

PCPS Conference*
May 2-5—Loews Coronado Bay, San Diego,

CA
Recommended CPE credit: 22 hours
(anticipated)

Marketing and Managing a Successful Tax
Practice
May 20-22—The Pointe at Tapatio Cliffs,
Phoenix, AZ
Recommended CPE credit: 2 days — 16
hours; 2½ days — 20 hours.

Spring Tax Division Meeting*
June 2-4—Mayflower Hotel, Washington, DC

Recommended CPE credit: 8 hours
Tax Strategies for the High-Income
Individual
June 3-4—The Sheraton, New Orleans, LA
Recommended CPE credit: 16 hours
MICRO93-Microcomputer Conference
and Exhibition
June 13-16—The Sheraton Boston & Towers,
Boston, MA
Recommended CPE credit: 20 hours

Employee Benefits
June 28-29—The Capital Hilton,

Washington, DC
Recommended CPE credit: 16 hours

To register or for more information, call the
AICPA CPE division, (800) 862-4272.
*Call the AICPA meetings and travel
department, (201) 938-3232.
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Individual Accounting Practices
(continued from page 1)

The larger question has more to do with all indi
vidual practices, not just the top quartile, and that
question is this: In general, are they really better off
than they were a decade earlier?
In comparing ten-years' statistics, we used the
consumer price indices (CPI) for the period to equate
the data. The results provide an interesting look into

Exhibit 2
Firm Net Revenues — Actual and Adjusted
(1982-1991)

Exhibit 1
A Ten-year Comparison of Certain
Financial Characteristics (1991 and 1982)

1991
(rounded)

1982
(rounded)

Percent
change
from 1982

Total assets

$140,000 $104,000
72,000
66,000

+ 34.6%
+ 9.1

Total liabilities

$ 40,000 $ 29,000
24,000
21,000

+ 37.9
+ 14.3

Owner’s equity

$100,000 $ 75,000
48,000
45,000

+ 33.3
+ 6.7

Firm net revenues

$341,400 $237,700
178,700 127,700

+ 43.6
+ 39.9

Firm (and owner’s)
net income

$138,000 $ 94,200
70,600
49,200

+ 46.5
+ 43.5

Number of firm
personnel

4.6
3.0

5.4
3.5

Charged hours
per person

1,346
1,296

1,325
1,139

In all other years, the growth in revenues did not
quite manage to stay apace of inflationary forces.
Exhibit 3 represents much the same result as
exhibit 2, but the focus now is on owners’ income.
Owners income, probably the most widely watched
value for any entrepreneur, moved from $49,200 in
1982 to $70,600 in 1991, for a 43.5 percent increase.

Exhibit 3
Owners' Income — Actual and Adjusted
(1982-1991)

Top row represents 25 percent most profitable firms.

Thousands

the real changes occurring in the financial results of
the average sole owner accounting practice.
Exhibit 2 presents the average net revenues
earned by firms, beginning with the 1982 figure,
$127,700, which we first saw in exhibit 1. Actual
revenues trended upward every year except 1983
and 1986, reaching $178,700 in 1991. This repre
sented an increase of a fraction under 40 percent, or
about 4 percent annually. Adjusted for changes in
the CPI, firm revenue should have reached $186,000
in 1991 to match the purchasing power of $127,700 a
decade earlier. (Aside from the exhibit, even reve
nues earned by the 25 percent most profitable firms
lost purchasing power during that period.) Only in
1985 and 1988 did actual revenues make real gains.
Practicing CPA, March 1993
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Exhibit 4
Owners' Income as Percent
of Firms' Revenues
(1982-1991)

fiscal rewards to firms and owners which were just
short of keeping pace with economic inflation led to
another question—whether over the years, owners
were taking larger slices from firm revenue as per
sonal income. To answer that question, we consid
ered what part of revenues was left as owners’
income after deducting all other costs of running the
firm. In exhibit 4, we see that owners' income, as a
percentage of firm revenues, changed little over the
decade, starting at 38.5 percent of revenues and
ending 1991 at 39.5 percent.
Owners’ standard hourly billing rates

While we studied billing rates for all levels of profes
sional staff, only the billing rates for owners are
shown because only their rates changed enough to
keep pace with inflation. As shown in exhibit 5, in
1982, the hourly charge for owners' time was over
$56. Ten years later, it was $85 per hour. This was
slightly more than the $82 per hour that would have
matched the change in the CPI. The failure of staff
hourly charges to rise faster than price-leveladjusted billing rates is a prime reason why practice
revenues generally trailed inflation. □

For most of those years, actual income lagged CPI
adjusted income, although not by much. By 1991,
owners income needed to be $71,673 (about $1,000
per year higher than it actually was) in order to have
stayed even with 1982's income in terms of purchas
ing ability.
The overall conclusion that the decade produced

Exhibit 5
Owners’ Standard Hourly Billing Rate —
Actual and Adjusted
(1982-1991)

— by Carlton D. Stolle, CPA, Ph.D., Texas A & M
University, College of Business Administration, Col
lege Station, Texas 77843-4353
Editor’s note: Part 2 of Dr. Stolle’s article, dealing with
sources of firm revenues and personnel costs, will
appear in a future issue of the Practicing CPA.

Partner Responsibilities

Partner responsibilities was the discussion topic at
a management of an accounting practice con
ference, and a participant asked, "How can I be
expected to stay technically competent, market ser
vices to clients, bill and collect fees, train staff,
schedule efficiently, and generally administer? How
can I do it all?" My response is that partners are
expected to do all that. You can do it all.
Obviously, the degree to which you are responsi
ble for all these activities depends on the firm size,
the number of partners and staff, and how efficient
everyone is. You need a clear understanding of each
task, you must be focused, you must delegate, and
you certainly will work long hours.
It is essential that partners let someone else per
form tasks that do not call for a partner’s skills. A
secretary can help by scheduling your time, hand
ling your mail, answering your phone, taking dicta
tion, doing your filing, and, in general, doing what a
good secretary is trained to do and you are not.
You will be able to stay technically competent
Practicing CPA, March 1993
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through your daily work on behalf of clients and by
attending meaningful CPE courses. You can find out
the latest developments by talking with your part
ners and staff, and by reading books and journals.
You can market effectively by attending the func
tions you asked your secretary to schedule. These
efforts could include having breakfast with an
attorney, meeting a banker for lunch, and spending
an evening at a Chamber of Commerce meeting. In
short, turn spare time into productive time.
You can best serve clients by asking what they
want and need. Then, along with your partners and
staff, make an effort to provide those services. You
can achieve more if you schedule your time effec
tively and delegate responsibilities.
You bill and collect as an adjunct to client service.
When you sold the engagement, you discussed fees,
billings, and collections. If you present the bill along
with your finished work, you will collect your fee
faster and easier. Also, you will automatically know
when there is client dissatisfaction and you can dis
cuss it immediately.
Staff training is accomplished by working with
staff accountants on client assignments. Explain
what is to be done and let them do it. Then, review
the work but let staff accountants correct their own

American Institute of Certified Public Accountants, Inc.
1211 Avenue of the Americas
New York, N.Y. 10036-8775

errors. Thorough training would, of course, require
sending staff to worthwhile CPE courses and assign
ing appropriate study materials.
Efficient personnel scheduling is a key to solving
many partner problems. You need a firm grasp of
client expectations, firm growth goals, and staff
requirements. You should be able to tell from your
engagement letters and past time reports where and
when various staff levels are needed. From that
information, it is a simple matter of matching cur
rent partners and staff to firm needs and determin
ing your future requirements.
In general, administration means really knowing
what is happening in the office and seeing that work
is done as efficiently as possible. Partners and staff
can assist in the process. They know what's going on
and will share that information if you ask them.
Know what’s to be done and have the right people
and tools to do it. Then, let the people work.
There you have it. Yes, it is easier said than done.
But nobody said it was easy, or an eight a.m. to five
p.m. job. It can be done, however. Successful practi
tioners are doing it every day. □

— by Morrey Shifman, CPA, 2430 St. Paris Pike,
Springfield, Ohio 45504, tel. (513) 390-1228
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